Abstract. Institutional context significantly impacts international behaviour of firms by facilitating or restricting internationalization processes. The application of institutional theory in business management field has led to the discussions how formal and informal constrains influence human behaviour and what relationships are observed between institutions and organisations. The authors of the paper aim to address the following questions: 1) how institutional theory perspective contributes to the explanation of firms' internationalization and 2) how institutional context impacts entry direction and speed of internationalization. The paper is based on comprehensive reviews of extant studies. The recommendations for future investigations are developed at the end of the paper.
Introduction
Small and medium size enterprises (SMEs) play an important role throughout all the European Union and contribute to economies by revenue generation and employment. Limitations of domestic markets and constant competition among firms encourage entrepreneurs seek opportunities abroad. Internationalization of firms is seen as a significant measure of competitive performance (Sousa et al. 2008 ) and contributes to economies of scale and scope, manufacturing efficiencies, access to foreign technological, marketing and management know-how (Korsakienė, Baranauskienė 2011; Korsakienė, Tvaronavičienė 2012; Korsakienė 2013; Korsakienė et al. 2014) .
Majority of governments have undertaken considerable efforts aiming to establish and develop favourable institutional infrastructure (Ketkar, Acs 2012) . Institutional context significantly impacts international behaviour of firms by facilitating or restricting internationalization processes. Hence, regulatory, normative and culturalcognitive dimensions of institutions have attracted significant attention of researchers from various fields such as: sociology, economics, and political sciences. The authors of the paper aim to address the following questions: 1) how institutional theory perspective contributes to the explanation of firms' internationalization and 2) how institutional context impacts entry direction and speed of internationalization. Not going deep in prevailing discussions, the authors of the paper adopt the view that internationalization is the expansion of firm's operations to foreign markets.
The remainder of the paper is organized as follows. In section 1 the origins of institutional theory are investigated. In section 2 theoretical considerations of institutional theory in the context of multinational companies are discussed. In section 3 the role of institutional theory in the studies of SMEs is disclosed. The section 4 discusses the influence of institutional context on the directions of internationalization. The section 5 reveals how institutional context influence speed of internationalization. The final part concludes. The research is based on analysis and synthesis of scientific literature.
The origins of institutional theory
Institutional theory of organisations focuses on the central question why all organisations in the field tend to look and act the same (Miles 2012) . Notably, institutional theory stems from sociology, economics and political sciences. The proponents of sociological perspective have investigated legitimacy role of institutions. They assert that organisations are impacted by different normative pressures, arising from external sources and within organisation. For instance, Zucker (1987) state that institutionalization of organisations reflected in theory shares two elements: 1) a rule-like, social fact quality of an organized pattern of action (exterior) and 2) an embedding in formal structures, such as formal aspects of organisations that are not tied to particular actors or situations (nonpersonal/objective). The normative pressures lead the organisations to be guided by legitimated elements and adoption of these elements increases the probability of survivor. Hence, Zucker (1987) has focused on three sources of institutionalization namely, the wider institutional environment, other organisations and internal organisational structure. Taking into consideration the view adopted by sociologists the conclusion can be drawn that institutional features of external environment of organisations influence both goals and means of actors. Hence, the role of institutional actors has attracted attention of researchers, namely: the state and professional bodies (Scott 1987) . Later on the investigations have been extended focusing on regulatory, normative and cultural-cognitive dimensions of institutions (Scott 2008) .
Meanwhile, the attitudes towards institutional theory from economics share the idea that institutions are the rules of the game in a society (North 1990) . Notably, the proponents of economics perspective distinguished two groups of institutions: formal constraints (e.g. laws, rules, constitutions) and informal constraints (e.g. norms of behaviour, conventions, and self-imposed codes of conduct). The set of macro-level institutions influence transaction costs. Moreover, some scholars point out that the interaction of institutions and organisations shapes "the institutional evolution of an economy" (North 1994) . The contributions of institutions to uncertainty diminishment in the society by a stable structure for human interaction and the role of institutions in economic performance have been investigated by different scholars. These investigations conclude that, governance structures are seen as the most critical driving force.
The scholars, representing political science, aimed to answer the question: how do institutions affect the behaviour of individuals? The investigations adopted the views similar to sociological and economics perspectives. However, the main concern of researchers is related to actions of individuals affecting political outcomes (Hall, Taylor 1996) . Notably, the different streams of researches have been emerging. On the other hand, all studies aimed to answer seminal questions: how do actors behave, what do institutions do and why do institutions persist over time? Institutional theory has been applied by different researchers working in business management field what has led to a wider adoption of sociological and economics perspectives. According to Peng and Heath (1996) , sociological and economics perspectives toward institutional theory share similar beliefs and complement each other. The scholars agree that institutional pressures can be divided into two broad groups of institutions, namely stemming from the macro-social environment and inter-organisational relationships. Hence, institutional researchers investigated external institutions such as rules, regulatory structures and agencies. Later on the field has been extended to include other firms in the same industry or units within the same firm (Hessels, Terjesen 2010) . Summarized different views of institutional theory are presented in Table 1 . Bruton et al. (2010) Scientific investigations in business management field suggested different definitions of institutions. Not going deep into elaborated discussion, the authors of the paper adopt the approach proposed by Lawrence et al. (2002) stating that institutions are widely diffused practices, technologies or rules that have become entrenched in the same that it is costly to choose other practices, technologies or rules.
Institutional theory and MNCs
The assumptions of institutional theory have been extended by scholars focused on multinational corporations (MNCs) and aiming to investigate a wide array of issues and theorize at multiple levels of analysis. The nature of MNCs leads to diverse external environment and complex internal environment. For instance, externally MNCs are exposed to different institutional, cultural and economic environments. The fact that MNCs are facing issues related with establishment and maintenance of legitimacy in multiple host environments was acknowledged by scholars (Kostova, Zaheer 1999) . Meanwhile, internally MNCs are comprised of different units operating in different external environments. The investigations carried out by Roth and Kostova (2003) confirm heterogeneity and complexity of the MNCs context being applied for both empirical and conceptual purposes. Hence, numerous streams of researches aiming to disclose different issues of MNCs have been emerging.
To date, studies of MNCs applying institutional theory can be grouped into the following groups: 1) studies focused on institutional profile/institutional distance, 2) studies focused on institutional change/transition economies, 3) studies focused on national institutional systems, 4) studies focused on institutional constrains of MNCs, 5) studies focused on diffusion, adoption and institutionalization of organisational practices across units within MNCs and across national boundaries and 6) studies focused on MNCs and host country institutional environment (Kostova et al. 2008) . The scholars have been led by idea that the survival of organisation depends on the alignment with institutional environment and ability to comply with institutional pressures. The concepts of organisational field, legitimacy, isomorphism and mechanisms of institutional pressures have been the most cited in international management literature. However, some critics appear in scientific literature regarding too narrow view of institutional theory adopted by different researchers (Kostova et al. 2008) . Hence, a blended institutional perspective comprising concepts of social embeddedness of organisations, the ideas of agency, social construction, power and politics have been proposed.
The role of institutional theory in the studies of SMEs
The activities of entrepreneurs are constrained and fostered by institutions (Bruton et al. 2010) . For instance, entrepreneurial opportunities are limited by institutional environment impacting the size and rate of new firms.
Meanwhile, availability of capital and favourable market incentives foster entrepreneurial activities. Hence, institutional theory has gained popularity among scholars concerned with entrepreneurship issues. Bruton et al. (2010) observed that application of institutional theory in entrepreneurship field has been growing since 1999. The scholars acknowledge that the main contribution of neo-institutional field of research has been in the focus on the spread of various organisational practices, models and governance mechanisms. Hence, the application of institutional theory has led to three major streams of investigations: institutional setting, legitimacy and institutional entrepreneurship.
Notably, inadequate institutional environment is common for developing countries, while developed countries have more established institutional framework. The research questions have been raised how and why levels of entrepreneurship vary by country. Hence, majority of studies aimed to explain how an emerging economy entrepreneurship phenomenon differs from a mature economy and let the scholars to define factors hindering establishment and development of new ventures. Building on the concepts developed by institutional theory, the scholars discussed regulatory, normative and cognitive dimensions in emerging economies of China (Peng 2003) , Eastern Europe (Manolova et al. 2008) and Russia (Aidis et al. 2008 ).
Macro-level institutional constraints widely investigated were: barriers to entry to market, export and import barriers, trade and investment policies. With respect to regulatory dimension of developing countries, referring to formal lows and regulations, the absence of effective market based institutions able to protect property rights, fair competition and financial discipline was observed (Manolova et al. 2008 ). The analysis of various studies led to the fact that ineffective formal regulatory institutions encourage entrepreneurs rely more on informal norms and seek to design alternative governance structures. Hence, normative dimension of institutions, comprising professional societies that determine roles and expectations for certain groups, play an important role, especially in developing countries. Finally, cultural-cognitive dimension of institutions, referring to accepted beliefs and values shared among individuals through social interaction, which guide behaviour, has to be taken into consideration. While scientific investigations focused on different countries identified norms facilitating and promoting entrepreneurship, some scholars observed negative societal attitudes underpinned by a distinct institutional legacy, hindering entrepreneurial rates and initiatives (Manolova et al. 2008) .
Weak regulatory institutions lead to the higher corruption level of developing countries what might discourage to start business. Moreover, some scholars claim that formal institutions interact with informal institutions by complementing or substituting each other (North 1990) . Complementarity is observed when informal institutions strengthen incentives to comply with formal rules. Meanwhile, substitution appears when informal institutions structure incentives of individuals, incompatible with formal laws. These assumptions led to the conclusions that both formal and informal institutions impact decisions of business people (Tonoyan et al. 2010) . Hence, the need to develop more favourable social environment of developing countries is emphasized.
Recent works identified that the gap between what some large groups of society believe to be legal and what consider being legitimate exists (Webb et al. 2009 ). The term "legal" refers to the rules defined by laws and regulations, while "legitimacy" refers to the rules specified by norms, values and beliefs. Hence, informal economies falling within informal institutional boundaries but outside formal institutional boundaries have been distinguished. These economies create opportunities for entrepreneurs that are illegal but legitimate for some groups of society and let to take advantage. Notably, informal economies might be identified in both developed and developing economies. Bruton et al. (2010) assert that institutional environment determines the process of gaining cognitive and moral legitimacy thus increasing survivor of SMEs. Notably, legitimation of activities is seen as the important factor aiming to secure resources and gaining support from key stakeholders. Hence, some firms are concerned with strategies letting to gain approval of certain activities from both political and general public perspective. Some scholars note, that obtaining of legitimacy for a new firm or business model in developing economies is especially complicated . Therefore, some activities of firms, such as image building, networking and developing close connections with government, appear to be the most crucial. Referring to the works of institutional theorists, the scholars outline organisational procedures, structures and personnel used in legitimation processes.
Finally, different actors aiming to encourage particular institutional arrangement have been emerging. Hence, institutional entrepreneurship has been developing as a new phenomenon in scientific literature. The main concerns of scholars have become why and under what circumstances firms are prompted to change institutionalized contexts (Greenwood, Suddaby 2006) and what challenges institutional entrepreneurs are facing (Battilana et al. 2009 ).
Institutions and SMEs internationalization: entry direction
Internationalization of firms is seen as an important measure of competitive performance at national as well as at regional level (Sousa et al. 2008) . The scholars adopted the idea that internationalization of new ventures is seen as rather complex phenomena and requires integration of several perspectives. In comparison to MNCs, new firms lack resources and are faced with low level of legitimacy. While large companies are better equipped to deal with internationalization issues, small firms benefit more with advancing institutional mechanisms (Ketkar, Acs 2012) . Hence, the insights adopted from studies focused on MNCs do not let us explain why SMEs internationalize. On the other hand, some scholars assert that majority of studies focused on SMEs internationalization ignore the role of external environment (e.g. home market, organisational field) (Hessels, Terjesen 2007) . Hence, the investigations of various factors stemming from institutional context and contributing to internationalization of SMEs have to be discussed.
One stream of researches was focused on the link between institutional theory, entry mode choice and direction of SMEs. Hessels and Terjesen (2007) argue that factors relating to the perceptions of the home market environment are relevant in explaining SME export behaviour and export mode. The assumptions have been developed taking into consideration resource-dependence and institutional theories. Institutional theory let to suggest that the greater the pull from the global organisation field, the more likely the firm will export oversees. For instance, the investigation of Dutch SMEs led to the conclusion that institutional theory perspectives explain the decision to export, while resource dependency arguments guide the choice between direct and indirect export modes (Hessels, Terjesen 2007) .
Meanwhile, the notion, that existing findings on the influence of institutions on entry mode choice are largely inconclusive prevails (Schwens et al. 2011) . The scholars assert that the institutional context doesn't influence entry mode choice independently and institutional environment has to be analysed with other decision-making criteria investigated in scientific literature. Schwens et al. (2011) adopted interpretation of institutional theory as follows: socially constructed beliefs and role systems exert strong influence over organisations' structure and conduct, including internationalization. The interpretation led to the investigation of informal institutional distance and formal risk determined by institutional context. Notably, informal institutional distance is defined as the cultural and ideological differences between firm's home and host country. Meanwhile, institutional context determines formal risk, which is defined as the constraints resulting from insufficiently developed market support institutions in the host country. Putting emphasis on informal institutional distance and formal institutional risk of host country, Schwens et al. (2011) investigated German SMEs and found that the influence of international experience, proprietary know-how and strategic importance on SME mode choice is contingent on the institutional context of the host country.
Building on the strategy literature Yamakawa, Peng and Deeds (2008) have proposed integration of industry-based view, resource-based view and institution-based view (Figure 1) . Industry-based view emphasizes the impact of industry's conditions on internationalization decisions. Resource-based view highlights firm-specific resources and capabilities impacting performance of firms. Finally, institution-based view put emphasis on formal and informal institutions impacting performance of firms. The idea that industries with high degree of competition and technology intensiveness influence internationalization of firms has been proposed. Considering resource-based view, the firms focus on learning, aim to establish alliances and leverage social capital and entrepreneurial orientation. Finally, regulative, normative and cognitive forces both at home and abroad impact internationalization. Yamakawa et al. (2008) were concerned with directions of SMEs internationalization. Specifically, the interest was focused on SMEs based in emerging economies and moving to developed economies. Industry-based view led to the conclusion that internationalization of SMEs from emerging economies to developed economies is beneficial due to 1) enhanced learning opportunities, 2) lower level of institutional and country risk and 3) greater market potential (Yamakawa et al. 2008) . On the other hand, new ventures are motivated to internationalize by a high degree of competition in a domestic industry. The explanation resides in the fact that developed economies are related to lower competitive, expropriation and corruption risk than emerging economies. Ultimately, firms aim to replicate each other's strategic decisions under competitive pressure. Notably, the level of technological intensity is seen as a key driving force fostering new firms to expand abroad. Firms from high technology industries are forced to move on bigger markets aiming to justify investments on products or services. Meanwhile, firms from low technology industries may have little incentive to internationalize via foreign direct investments.
The adoption of resource-based view led to the explanation of the main internationalization benefits, namely: 1) organizational learning via foreign direct investments, 2) overcoming resource and capabilities deficiencies and 3) leveraging entrepreneurial orientation (Yamakawa et al. 2008) . Firms moving from emerging economies to developed economies put emphasis on "exploration" of new opportunities rather on "exploitation" of existing advantage. In addition, resource and capabilities deficiencies might be overcome by venture capital and strategic alliances. Notably, venture capital firms facilitate investments of SMEs in developed economies. Meanwhile, strategic alliances let firms to lower risk of internationalization. Scholars argue that internationalization is a certain act of entrepreneurship (Zahra et al. 2000 ). Hence, a high level of entrepreneurial orientation defined by autonomy, innovativeness, risk-taking, aggressiveness and proactiveness motivates international expansion of SMEs. Regulatory environment of some emerging economies (e.g. China and Vietnam) could be described as discriminating new ventures (Yamakawa et al. 2008) . Hence, "push" factors such as harsh regulation and "pull" factors such as more friendly institutional environment let us explain SMEs internationalization, aiming to overcome financial barriers established in home countries. On the other hand, the differences in regulatory regimes can determine the lack (or extent) of institutional support for international activities (Kiss, Danis 2008) . Hence, we can predict that countries with high level of institutional development provide higher support, while countries with low level of institutional development provide lower support. The explanation resides in well-developed banking systems, strong public equity markets and established venture capital industries, distinguishing developed and developing countries. Notably, internationalization from emerging economies to developed economies let firms to establish legitimacy in their home markets. Home country governments, investors and consumers get appropriate signals, what lead to the fact that internationalized firms receive higher recognition from government than non-internationalized firms (Yamakawa et al. 2008) . Meanwhile, other scholars assert that normative dimension determines the extent to which entrepreneurs value international activities. Hence, the proposition that less developed countries lack international experience and thus strong normative values supporting internationalization has been suggested (Kiss, Danis 2008) . Above provided discussion let us compare main drivers of internationalization as well as the role of institutions. Notably, two groups of firms are distinguished: 1) expanding from emerging to developed countries and 2) expanding from developed to emerging countries. On the contrary to the firms from emerging markets, we can predict that SMEs from developed countries are richer in resources and capabilities and are supported by institutional context at home country ( Cheaper production opportunities, possibility to expand sales for products or services, to realize additional production capacity, to avoid strict regulation in home country Relationship between institutions and SMEs SMEs are seeking to compensate weakness of institutional environment in emerging countries (e.g. in terms of capital, labor and product markets) and increase their legitimacy in home country.
SMEs are aiming to exploit support of institutional environment in developed countries (e.g. welldeveloped banking systems, strong public equity markets and established venture capital industries), stronger values supporting internationalization Source: developed by authors (considering Kiss and Danis 2008; Yamakawa et al. 2008) Finally, the notion that SMEs internationalization is the outcome of its internal abilities and leader's cognition of its external environment has been proposed recently (Cheng, Yu 2008) . Yanakawa, Peng and Deeds (2008) assume that internationalization of new ventures is fostered by the distinctive cognitions of entrepreneurs, aiming to contribute to the nation's success and to do right things despite the risk. On the other hand, low development level of institutions increases the role of a social network and determines the path by which internationalization is implemented (Kiss, Danis 2008) . Meanwhile, Cheng and Yu (2008) argue that the decision to go abroad may have more to do with sociological factors than economic factors. The explanation of internationalization decisions resides in institutional pressures. According to proponents of institutional theory organisational behaviours originate in the context of institutional environments and organisations have to conform to this context. Hence, the role of institutions in internationalization processes of new ventures has been analysed taking into consideration regulative, normative and cognitive pillars proposed by Scott (2008) . The researchers assert that actions of entrepreneurs, adopting international strategy, are facilitated and constrained by ongoing process of institutional relations in both home and host countries (Yeung 2002) .
Institutions and SMEs internationalization: speed of internationalization
The literature focused on SMEs internationalization investigates when new ventures start international activities. Speed of internationalization refers to the time from the company's foundation to its first entry into international markets (Cieslik, Kaciak 2009 ). However, some scholars point out that "explanation of conditions under which the speed of international expansion increases or decreases" is seen as inconsistent (Luo et al. 2005: 705) and scarce (Mohr, Batsakis 2014) . Notably, the speed with which firms expand internationally is seen as important facet of internationalization. For instance, the Born Globals or International New Ventures (INV) attracted significant attention of researchers due to fast internationalization process. These firms are defined as entrepreneurial and internationalize from the outset. While literature aimed to investigate high-tech firms (Crick 2009; Musteen et al. 2010) , the investigations related to traditional firms that may have operated domestically for long period were limited (Mohr, Batsakis 2014) .
On the other hand, the literature focused on the speed of internationalization is vast and lacks common agreements. Some scholars defined INV as being involved in international markets at or immediately after establishment (Acedo, Jones 2007) . Hence, the discussions related to the speed of internationalization range from instant internationalization to gradual internationalization considering business development. Notably, majority of studies refer to speed as "the time it takes to internationalize from inception of firm" (Chetty et al. 2014: 633) . Acedo and Jones (2007: 237) state that in some definitions "speed of internationalization is accompanied by a specified level of export ratios and a range of measures from 20% of total turnover in 2 years to around 80% within 6 years have been advanced". Considering different speed of internationalization, the study distinguished non-exporters, exporters that took more than 5 years to become international and firms that took less than 5 years to become international since foundation. Comprehensive study carried out by Chetty et al. 2014 distinguished main reasons impacting speed, namely: characteristics of entrepreneur and management, network of relationships and ties, institutions and technology in foreign markets and firm strategy.
Notably, the investigations carried out by Coeurderoy and Murray (2008) led to the conclusion that the timing of early internationalization depends on corporate resources, organisational experience and sector effect. On the other hand, regulatory environment determines internationalization dynamics of newly established technology firms. Meanwhile, Kiss and Danis (2008) examined the relationships between specific ties of entrepreneurs and internationalization speed and how these relationships depend on institutional context of country. Thus, the scholars argued that stronger ties were the most important in the context of low institutional development and vice versa. Hence, the authors of the paper agree with other scholars indicating that speed of internationalization is endogenous variable impacted by micro-and macro-level (host country) conditions (Luo et al. 2005) . Hence, the conclusion can be drawn that the speed of internationalization is not isolated from firm's capabilities. Some micro level factors such as: ability to enter, operate, compete and sustain in international market have to be taken into consideration (Luo et al. 2005) . Hence, the emphasis has to be put on international experience, innovative capability, marketing capability and location. On the other hand, we argue that institutional context either diminish or increase speed of internationalization. Hence, macro level factors such as host country's institutional and technological infrastructures have to be investigated.
Finally, the differences among the firms as well as industries play a significant role in predicting the speed of internationalization. The study carried out by Luo et al. (2005) shed some light on the difference between traditional companies and non-traditional (e.g. e-commerce) companies. While cultural difference influences internationalization speed, cultural distance doesn't have significant impact on the speed of internationalization of non-traditional companies. Hence, the conclusion can be drawn that traditional and non-traditional firms are following different paths of internationalization. Meanwhile, physical infrastructure (e.g. technology supportiveness and internet use) as well as regulatory infrastructure (e.g. legal protection and government transparency) were considered the most significant variables impacting the rate of internationalization. The above discussion let us conclude that traditional and non-traditional SMEs are impacted by both industry and institutional contexts (Table 3) . However, the most significant variables for non-traditional SMEs are seen physical infrastructure and regulatory infrastructure of host country. Meanwhile, traditional SMEs are impacted by all variables stemming from institutional context. Hence, contrary to non-traditional SMEs, traditional SMEs are influenced by informal institutional distance, defined by the cultural and ideological differences between home and host countries.
Conclusions
The origins and development of institutional theory are traced in economics, sociology and political sciences. However, the ever growing popularity of institutional theory among proponents of business management field is observed as well. The application of institutional theory in business management field has led to the discussions how formal and informal constrains influence human behaviour and what relationships are observed between institutions and organisations.
The assumptions of institutional theory have been extended on MNCs defined by diverse external environment and complex internal environment. The alignment of organization with institutional context and ability to comply with institutional pressures are seen of the highest significance. These considerations have led to the different streams of scientific investigations and wide array of issues. Further, institutional theory has gained recognition among the scholars focusing on entrepreneurship issues and has led to three major streams of investigations: institutional setting, legitimacy and institutional entrepreneurship.
Institutional context defines limitations for SMEs aiming to expand both nationally and internationally. Increased globalization and liberalization of markets have led to more intense competition what requires SMEs to match international competitors. On the other hand, the growth of SMEs is related to internationalization processes due to the obvious limitations of home markets. Small size of firms and limited resources are seen as considerable disadvantage of firms which can be overcome by more favorable institutional context. However, the difference is observed between SMEs from developed and emerging markets.
Emerging markets are characterized by diverse institutional environment in comparison to developed economies. These differences lead to different institutional support and consequently different drivers and aspirations for internationalization. Hence, institutional context influence entry mode choice and direction of SMEs. Finally, institutional context might increase or limit the speed of internationalization. Traditional and non-traditional firms are following different paths of internationalization. Hence, physical infrastructure and regulatory infrastructure were considered the most significant variables impacting the rate of internationalization of non-traditional SMEs.
Considering research approach adopted in the paper, additional empirical research is needed to disclose the influence of institutional context on the internationalization of SMEs. Specifically, the focus has to be concentrated on emerging countries, experiencing constant institutional transformations. These transformations change entrepreneurial behavior and contribute to internationalization of SMEs. Of particular benefit, would be expanding the research to traditional and non-traditional enterprises aiming to disclose different patterns of internationalization impacted by a set of factors from home and host countries institutional environment. These investigations will help to uncover weather it is appropriate to make generalizations regarding traditional and nontraditional firms. Traditional SMEs that may have operated domestically for long period before internationalization have to be investigated more consistently. Considerations have to be given to integration of several perspectives contributing to the understanding of complex phenomena of internationalization.
